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Key Observations 

• As of December 31, analysts had estimated earnings would decline by 9.3% in the fourth-quarter.

• With more than half of the S&P 500 having already reported earnings, year-over-year profit growth
stands at 1.7%, according to data from FactSet. That's on pace to be even better than the fourth quarter
of 2019, when earnings grew 0.8%.

• In other words, corporate profits are on pace to exceed pre-pandemic highs even before additional
stimulus, wider distribution of vaccines, and a more robust economic re-opening even take hold.

 

Update on Valuations: 

While a large portion of last year’s run-up can be attributed to significant stimulus/intervention (both fiscal and monetary 

(Federal Reserve)) as well as positive vaccine developments, many investors may not realize how positive fourth quarter 

earnings have been thus far. Equity valuations, particularly on the U.S. side, remain elevated to historical multiples, but the 

strong rebound in corporate earnings is a very notable development.  

Below are several resources adding to this narrative. 

The stock market's biggest driver of gains is on pace for a surprise return to positive territory for the first time since the 
pandemic started 

By: Matthew Fox 
Feb. 8, 2021, 06:06 PM 
Link to Article  

Corporate earnings growth, which has historically been the main driver of stock market returns, is set to return to 
expansion territory for the first time since the fourth quarter of 2019. 

With more than half of the S&P 500 having already reported earnings, year-over-year profit growth stands at 1.7%, 
according to data from FactSet. That's on pace to be even better than the fourth quarter of 2019, when earnings grew 
0.8%. 

Corporate profits plunged in the first three quarters of 2020 amid the COVID-19 pandemic, and were expected to continue 
that decline in the fourth quarter. As of December 31, analysts had estimated earnings would decline by 9.3% in the fourth-
quarter. 

But positive earnings surprises from companies within the financial, technology, and communication services sectors 
helped drive better than expected earnings for the quarter. On the flipside, the industrials sector was the largest detractor 
to the improvement in earnings for the fourth-quarter, according to FactSet.  

Valuations & Earnings February 2021

S&P 500 Earnings Rebound

https://www.veracitycapital.com/
https://markets.businessinsider.com/news/stocks/stock-market-outlook-positive-profit-growth-first-time-since-pandemic-2021-2-1030056271
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Of the S&P 500 companies that have already reported earnings, 81% have reported a positive EPS surprise, and 79% have 
reported a positive revenue surprise. 

"If 81% is the final percentage, it will tie the mark for the second-highest percentage of S&P 500 companies reporting a 
positive EPS surprise since FactSet began tracking this metric in 2008," FactSet said in a Friday note. 

For all of 2020, S&P 500 companies are reporting an earnings decline of 11.4% and a revenue decline of 1.1%. But 2021 
should represent a strong return to growth for corporate earnings, according to analyst estimates.  

For calendar year 2021, analysts project earnings growth of 23.4% and revenue growth of 9%, according to FactSet data.  

The recent earnings data gives the S&P 500 a 12-month P/E ratio of 22.0x, which is above its 5-year and 10-year averages of 
17.6x and 15.8x, respectively, according to FactSet. 

 

Earnings say we're early cycle 

 

By: Myles Udland, Markets Reporter 
Wed, February 10, 2021, 4:52 AM 

Link to Article  

Fourth quarter earnings season is rolling along and results to date have been fantastic. 

As Sam Ro chronicled in Monday’s Morning Brief, through last week 81% of companies in the S&P 500 that had reported 
earnings so far beat expectations by an average of 15.2%. 

At the end of 2020, we argued in this space that what had in part gotten investors enthusiastic about stocks last year was 
the anticipation of corporate results rebounding more quickly than feared. And indeed these results continue to confirm 
what the market has been out in front of for some time now. 

Fourth quarter earnings results are currently tracking to a 1.7% year-over-year increase. In other words, corporate profits 
are on pace to exceed pre-pandemic highs even before additional stimulus, wider distribution of vaccines, and a more 
robust economic re-opening even take hold. 

And while the rally in the overall markets alongside more speculative activity in heavily shorted stocks or some 
cryptocurrencies like Dogecoin (DOGE-USD) might have some investors nervous, this return to earnings growth is textbook 
early cycle behavior. 

In his latest note to clients published Tuesday, Keith Lerner, chief market strategist at Truist Advisory Services, highlighted 
the following chart showing the present rebound in earnings tracking right alongside what we saw coming out of the 
financial crisis. 

https://www.veracitycapital.com/
https://www.yahoo.com/author/myles-udland
https://finance.yahoo.com/news/earnings-stock-market-early-cycle-morning-brief-105205434.html
https://finance.yahoo.com/news/stock-fall-better-than-expected-earnings-morning-brief-105810807.html
https://finance.yahoo.com/news/stock-market-chart-of-the-year-2020-morning-brief-105422800.html
https://finance.yahoo.com/quote/DOGE-USD?p=DOGE-USD&.tsrc=fin-srch
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Earnings crashed in 2020 as the pandemic brought the economy to a stop, but the huge rebound in profits expected this 

year and next make the market look a lot like it did coming out of the financial crisis. (Source: Truist SunTrust Advisory 

Services) 

“Indeed, the earnings power of corporate America remains under-appreciated,” Lerner writes. 

“This is aligned with the view that we laid out last summer that surviving companies were set to come out on the other side 
of this crisis more efficient and profitable than ever, aided by the acceleration of technology and productivity trends.” 

Readers of the Morning Brief will be familiar with this idea from our prior work on operating leverage and how this force 
can boost corporate bottom lines as we return to economic growth. 

We’d also note that holding a constructive view on the market does not mean Lerner or anyone else with this position is 
blind to elevated valuations, which are almost uniformly high relative to history. Though as Lerner notes, we haven’t 
exactly seen valuations rise over the last six months as earnings expectations have outpaced the market’s gains. 

https://www.veracitycapital.com/
https://finance.yahoo.com/news/buzziest-market-phrase-of-2021-operating-leverage-morning-brief-105503716.html
https://finance.yahoo.com/news/stock-market-valuations-not-mean-reverting-morning-brief-110134302.html
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A common talking point in markets has been how expensive stocks are relative to history. And while valuations are 

elevated, a huge rebound in earnings expectations has outpaced gains in the S&P 500, keeping valuations relatively stable 

for six months now. (Source: Truist SunTrust Advisory Services) 

“The market is not cheap on an absolute basis; however, it also does not appear to be in a bubble either,” Lerner adds. 

“Our work shows that it is typical for stocks to see positive returns but a notable moderation of gains after the initial 
snapback from a bear market low. In the current phase of the bull market, we continue to expect the driver of equity gains 
to be an earnings recovery.” 

https://www.veracitycapital.com/
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DISCLOSURE: 

Veracity Capital is a registered investment adviser.  Information presented is for educational purposes only and does not intend to make an 
offer or solicitation for the sale or purchase of any specific securities, investments, or investment strategies.  Investments involve risk and, 
unless otherwise stated, are not guaranteed.  Be sure to first consult with a qualified financial adviser and/or tax professional before 
implementing any strategy discussed herein. Past performance is not indicative of future performance. 
 
This performance report provides information regarding the accounts managed by Veracity Capital, LLC in accordance with your 
investment objectives.  You should communicate any changes to your current investment objectives or financial condition to Veracity 
Capital, LLC. 
 
Past performance is not indicative of future performance.  Principal value and investment return will fluctuate.  No guarantees or 
assurances that the target returns will be achieved, or objectives will be met are implied.  Future returns may differ significantly from past 
returns due to many different factors.  Investments involve risk and the possibility of loss of principal.  The values and performance 
numbers represented in this report do not reflect management fees.  The values used in this report were obtained from sources believed to 
be reliable.  The Veracity Capital, LLC calculated performance numbers using the data provided. Please consult your custodial statements 
for an official record of value. 
 
This information may be taken, in part, from external sources. We believe these external sources to be reliable, but no warranty is made as 
to accuracy. This material is not financial advice or an offer to sell any product. There is no guarantee of the future performance of any 
Veracity Capital LLC portfolio. The investment strategies discussed may not be suitable for all investors. Before investing, consider your 
investment objectives and Veracity Capital LLC charges and expenses. All investment strategies have the potential for profit or loss. 
Benchmarks: The index / indices used by Veracity Capital LLC have not been selected to represent an appropriate benchmark to compare 
an investor’s performance, but rather are disclosed for informational purposes. Detailed information regarding the indices is available upon 
request. The volatility of the indices may be materially different than that of the portfolio. 
 
Veracity Capital LLC is a registered investment adviser. Registration does not imply a certain level of skill or training. More information 
about Veracity Capital LLC including its advisory services and fee schedule can be found in Form ADV Part 2 which is available upon 
request. 
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